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HONG KONG 


Summary and Outlook 


Hong Kong's gross domestic product is forecast to grow by 9-ll 
percent in real terms in 1978. With a faster rate of growth in exports 
earlier this year, the economy is growing in more balanced pattern than 
last year when consumption and construction were key contributors to 
the 15 percent rise in the 1977 gross domestic product. The expansion of 
exports was mainly brought about by an increase in foreign demand for 
Hong Kong manufactured garments, watches and clocks, and 
electronics. This growth was helped by a weakening of the Hong Kong 
dollar--which decreased export prices in terms of the yen--the 
deutschemark and sterling; and the mobility of the labor supply. There 
has also been a more positive attitude in investment, which led to a rise 
in imported raw materials and machinery, an active stock market 
performance and a property boom. The improvement in exports is likely 
to continue for 1979. 


Longer range predictions, however, face uncertainties. Restraints 
imposed by importing countries may adversely affect future textile and 
clothing exports. In addition, high levels of employment and domestic 
consumer demand, together with a property market boom, could 
generate added inflationary pressures and further erode Hong Kong's 
price advantage relative to competing suppliers elsewhere in the region. 


The United States will continue to be a major supplier to Hong 
Kong's principal export industries, most notably textiles and 
electronics. Additionally, American exports of machinery, consumer 
goods, cotton and other products should continue to find an expanding 
market in Hong Kong. 





KEY ECONOMIC INDICATORS: HONG KONG 


Values in US$ millions Exchange Rates: 

unless otherwise stated 1978 Jan-Jun US$1.00 
1977 Jan-Jun US$1.00 
1977 Jan-Dec US$1.00 
1976 Jan-Dee US$1.00 


HK$4.6357 
HK$4.6618 
HK$4.662 
HK$4 .905 


1976 1977 Jan- Jan- % Change 
Jun Jun Jan-Jun 1978 
19TT 1978 over Jan-Jun 


19TT 
INCOME, PRODUCTION, EMPLOYMENT 


ee ge ee eee Renan ieee 
GDP @ Current Prices ($Bil) 9. 11.7 
GDP @ Constant Prices ($Bil) h. 5.7 
GDP per capita, 
Current Prices ($) 2192.00 2594.1 
Production (=Exports) 
Garments 2912.95 2983.37 ‘ -46 
Textile Fabrics 479.59 414.27 7 .09 
Toys and Doils 443.60 597.71 ke 35 
Transistor Radios 339.78 459.81 ‘ ~59 
Watches and Clocks PNG 2to «863.27 . 12 
Metal Manufactures TORO T ae 260 5 . oh 
Electronic Components, 
transistors 166.63 228.42 ; ‘kt 
Reg. Indus. Employ.('000) 646 195 803 
Reg. Indus. Vac. ('000) 31 35 47 
Real Avg. Daily Wage Index 107-109 113-116 123 + 8. 
Tourists Arrivals ('000) 1560 1757 976 +13. 
MONEY AND PRICES 
Money Supply (M2, $Bill) 9870.1 12537.5 11240.6 14301.4 +27. 
External Public Debt 412.7 785.2 
Prime Lending Rate 6-6.50 4.75-5.5 4.75-5.5 4.75-5.5 
Hang Seng Consumer Price Index 109.7 115.3 235.3 129 <3. ¥ 
FOREIGN TRADE 
Domestic Export 6652. 7508. 
To U.S. 2290. 2906.9 1294.14 1457.60 +12. +12. 
Reexports 1820. 2108. 988.89 1279.20 +29. +28, 


4 3384.10 3767.72 +11.3 ( T 

9 ( 0 

3 ( 6 

fo 0.8. 174. 189.4 86.69 118.43 +36.6 (+35.9 
“ ( 5 

9 ( 4 


+10. 


Imports 8826.2 10446.4 5208.10 6094.90 +21. +20. 
From U.S. 1082. 1306. 663.91 783.48 +18. +17. 
TRADE WITH U.S. JAN-JUN 1978 
Exports: Clothing 602.6 Imports: Cotton Fib. & Waste 110.3 
Trans. Radios 107. Mach. (Other than 
Plas. Toys/Dolls 105. Electric) T3235 
Elec. Components 82. Mach. (Electric), 
Watches and Clocks 65. Apparatus &Appl. 62. 
Textile Fabrics 4a, Elec. Components 61. 
Fruit & Vegetables 49. 
Tobacco and Tobacco 
Manufactures 5 


1/ Percentage changes in parentheses are calculated from HK$ figures 





CURRENT ECONOMIC SITUATION AND TRENDS 


Revival of Exports Leads to a More Balanced Growth 


Exports are rising at a faster rate than last year. Continuing high 
levels of construction activity are expected to be_ significant 
contributors to this year's growth in gross domestic product currently 
forecast at 9-ll percent in real terms. For the first 6 months exports 
rose by ll percent against the corresponding period last year; imports 
increased by 21 percent while reexports expanded by 29 percent. 
Favorable foreign market conditions, particularly for textiles and 
clothing, and the depreciation of the Hong Kong dollar were the main 
factors responsible for the increases. 


Foreign Trade 


Exports: In 1977 the annual rate of growth of exports was 13 
percent. Based on the improved export performance in the first half of 
1978 and the usual peaking of exports toward the end of the year, a rate 
of growth of 14-16 percent is predicted for 1978. Although setbacks 
were suffered by the toy and transistor radio industries, these were 
offset by improved sales in the watches and clocks sector, with 
shipments valued at $222 million. However, the bilateral trade 
restraint agreements with the United States and the EEC that became 
effective in 1978 may adversely affect exports to major importers later 
this year. Interestingly, the output of high quality, non-quota garments, 
such as silk and fur clothing, has increased, though continued substantial 
growth is not expected. 


The United States continued to be Hong Kong's best export 
customer. Exports to the American market were 12 percent above the 
same period in 1977, representing almost 39 percent of Hong Kong's 
total domestic exports. 


Exports to all other major markets also increased; West Germany 
by 9 percent, the United Kingdom by 15 percent, Japan by 16 percent 
and Australia by 5 percent. Taken together these four markets 
accounted for 27 percent of the total export market for this period. 


Commodity analysis of foreign trade figures through June 1978 
showed watch and clocks exports rising by 6l percent (mainly liquid 
crystal digital watches), but a decline by 29 percent in transistor radio 
exports, the latter a reverse of the sharp rise registered in the previous 
year. An agreement between Hong Kong and the United States for 
monitoring non-rubber footwear exports is likely to restrain the high 
growth in footwear exports to the U.S. market experienced earlier this 
year. 





Domestic exports are expected to approach their seasonal peak in the 
latter half of this year, though some restraining influences may arise. 
The quota system will limit some textile exports while the tight labor 
market and rising raw material prices could accentuate inflationary 
pressures that might erode Hong Kong's relative cost advantage. 


Reexports: Hong Kong's entrepot role has been expanding this year 
largely reflecting China's more positive foreign trade policy and that 
country's position as Hong Kong's largest source of transshipments. 
Reexports to the United States rose smartly (36 percent) mainly due to 
transshipments of watches and clocks from Japan and manufactured 
articles from China. Other reexported items that rose significantly 
included automobile, power generating machines, textile products and 
precious stones (diamonds). 


Imports: For the first half of 1978, imports valued at $6 billion 
increased by 2l percent above that of 1977. Raw _ materials, 
semimanufactured products, industrial machinery, construction 
equipment and consumer goods accounted for most of the rise. For the 
first 5 months, import values of electronics components grew by 27 
percent, iron and steel by 48 percent and cement by 34 percent. 
Consumer items showing the highest growth rates were automobiles 73 
percent, home appliances 31 percent, photographic equipment 29 
percent and audio equipment 25 percent. The rising trend in imports is 
expected to continue for the rest of the year--a reflection of local 


confidence in continuing good export markets since Hong Kong's export 
industries are heavily dependent on imported materials. 


Imports from the United States 


The United States, ranking as Hong Kong's third most important 
source of imports behind Japan and China, held 13 percent of the 
imports market for the first half of 1978. Imports from the United 
States increased by 18 percent to $783 million. Imports of cotton fiber 
continued to rise from the high levels achieved in 1977 reaching a value 
of $110 million through June 1978, an increase of 6 percent. Imports of 
machinery (other than electric) also rose by a significant 21 percent. 
With the rising trend in consumer demand, imports of fresh fruits rose 
by 48 percent, tobacco products by 41 percent and electrical machinery 
and home appliances by 13 percent. Based on the assumption that 
overall imports will continue to rise, the outlook for increased U.S. 
imports is good. 


Balance of Trade 


The 1977 trade deficit of $830 million was more than double that of 
1976, causing some concern among government economists,since a 





large part of the increase was attributed to imported consumer goods 
for final consumption, rather than materials for the local export 
manufacturing industries. 


Tourism 


For the first half of 1978, earnings from tourism rose 21 percent to 
$522 million helping to offset some of the merchandise trade deficit. 
Hotel occupancy rates averaged 88 percent against 84 percent in 1977. 
The number of Hong Kong tourists visiting the United States in the first 
half of 1978 reached 15,891, an increase of 20 percent above the same 
period last year. It is estimated that the Hong Kong tourist spends 
$2,000 when visiting the United States. 


Labor 


Labor has continued to be in short supply due mainly to continuing 
high levels of commercial and housing construction which, coupled with 
the rising need for workers in the export trade industries, has put a 
strain on the labor market. Many workers have left manufacturing jobs 
for employment in the service sector at higher wages. Consequently, 
wages have been rising and the real daily wage index for the period last 
year. This could mean that the profit margins of manufacturers and 
exporters are being squeezed. 


Consumer Prices 


Consumer prices as measured by the Hang SEng index for higher 
income families rose by about 4.4 percent in the first half of 1978 and 
may reach 5 percent by the end of the year. In the index for the 
lower-income households food costs, which comprise half of the family 
budget, rose by about 5 percent in the first 6 months of 1978. For 
middle income families, housing cost constitutes the fastest rising 
expenditure and went up 5 percent in the same period. With the real 
estate boom, this trend is likely to continue. 


Money and Banking 


Hong Kong's money supply (currency, demand and time deposits) 
was $14.3 billion at the end of June 1978, up 14 percent representing 
about 10 percent of the supply. Hong Kong's banking system was highly 
liquid with an average liquidity ratio of 44.4 percent in spite of the 
growth in domestic bank loans by 16 percent in the first half of 1978. 
These reached $9.2 billion by June, with significant increases in loans to 
the manufacturing and construction sectors. New banking developments 
during the period included the imposition of a tax on profits 





accruing form Hong Kong originated offshore loans. Twenty-one new 
bank licences were also issued bringing the total number of fully 
licensed banks to 95. Apart from these, there were 106 bank 
representative offices and 235 registered deposit taking companies. 


Interest Rates 


The prime lending rate was raised to 6 percent in July 1978. 
Following suit, interbank loan rates rose to 9 percent for call and 
6-month money. The rate on demand deposits rose to 2.5 percent. 
Time deposit rates as of August l, 1978 were 2.5 percent for 3 months, 
3.25 percent for 6 months and 4.75 percent for 12 months. 


Exchange Rates 


The Hong Kong dollar depreciated by about 2.6 percent against the 
U.S. dollar for the first 8 months of 1978 opening at HK$l = HK$4.609 
and closing at US$l = HS$4.73. The forecast for the rest of the year is 
for the U.S. dollar to remain at a range of HK$4.70 to HK$4.75. 


Markets 


Hong Kong's four stock exchanges sparked back to life in March 
1978 and the hectic trading was almost reminiscent of the stock market 
boom of 1972/3. For the first half a year, the total turnover of the four 


exchanges was $1.5 billion up 80 percent from 1977. Due to volatile 
trading, the Hang Seng index which was at 393 at the beginning of 1978 
reached a high of more than 700 at the end of August but fell to almost 
640 by mid-September. Although local speculation has been a major 
contributory factor to the stock market activity, a crash like the one in 
1973 is not likely because of the prevailing high confidence in Hong 
Kong's economic future and China's more positive foreign policy. 


The property market also has been particularly buoyant in the past 
6 months. Land sales by auction fetched record high prices and some 
cotton spinning mill owners have found it more profitable to sell the 
land on which their factories were located and invest the sale proceeds, 
rather than maintain production. Also, the rising prices and rentals of 
various types of building have led to an increase in housing starts. It is 
likely that land prices will stabilize as rising land costs mean rising 
production costs. The latter, if unchecked, could damage Hong Kong's 
export price advantage. 





The gold and silver exchanges pius the bank's bullion markets have 
also been highly active. Much of this stems from speculation arising 
from uncertanties in the currency markets. 


Government Budget 


The Hong Kong Government ended its 1977 financial year with a 
$265 million surplus, continuing the pattern in which the budget has 
been in surplus for 9 of the last 10 years. The accumulated fiscal 
surplus now exceeds $l billion. The Government retains the surplus in 
U.S. dollar, sterling and other hard currency assets. 


For the financial year beginning April 1978, the Government 
forecasted a balanced budget of $2.2 billion. Government capital 
spending budgeted at $631 million will continue to enphasize housing 
($247 million) and infrastructure development ($267 million). Besides an 
active road construction program, the Government plans further 
improvements in railways (perhaps including electrification), additional 
waterworks and airports on Lantau Island within the next 6 years. Also 
that island, bigger than the main island and sparsely populated, wili 
itself be developed and linked to the mainland by a bridge according to 
government plans for 1980's. Financed outside the budget, Hong Kong's 
Mass Transit Railway is rapidly taking shape and construction is ahead 
of schedule. An extention of the initial system has already been 
approved and tenders invited. These first two stages of the MTR will 
likely cost $2.2 million. 


Implications for U.S. Business 


Continuing strong export demand suggest a healthy outlook for the 
major manufacturing industries for the rest of the year. In addition, the 
boom conditions in stock and property markets have led to higher living 
standards. Therefore, American consumer products should continue to 
sell well here, as should equipment and materials for Hong Kong's 
export and construction industries. Within the first category are 
American food products such as fruits and vegatables, poultry, eggs and 
meat, processed and frozen food; home furnishings, garments, footwear 
and home appliances. 


Semimanufactured and capital goods offering good additional 
market prospects include: Electronic components (U.S. share of import 
market 38.6 percent), building supplies, fixtures and equipment (U.S.‘ 
share 26 percent), communications equipment (27 percent), graphics 
arts equipment (4.6 percent) business equipment (14 percent), scientific 
and engineering instruments (32.6 percent) and health care equipment 
(35.1 percent). 





Investment 


The United States continues to be Hong Kong's leading foreign 
investor in the manufacturing sector, the only sector for which foreign 
investment statistics are available. American equity in_ the 
manufacturing sector now stands at $2ll million or about 46.6 percent of 
the foreign total. Roughly 50 percent of U.S. investment is in the 
electronic industry with another 20 percent in the capital intensive 
chemical industry. Other important areas of U.S. activity are in the 
textile and toy industries. 


Hong Kong and China 


Sino-Hong Kong relations have broadened considerably in the last 
few months as evidenced by, among other things, a sizable expansion of 
PRC investment in Hong Kong's commercial, industrial and residential 
real estate as well as in local stock markets. There also has been a 
marked increase in the use by the PRC of Hong Kong as an entrepot. 
Additionally, joint plans for chartered passenger flights and hovercraft 
ferry services between Hong Kong and Canton have been completed 
with the services scheduled to begin in time for the October - 
November 1978 Canton Fair. 
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